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Simplification of the Depreciation
Prescription Process

Southwestern Bell Telephone Company, by its attorneys,
files the following comments in response to the Federal
Communications Commission’s (Commission) Order Inviting Comments
(0IC) in the depreciation simplification proceeding.! In the
Depreciation Simplification Order the Commission adopted a
streamlined depreciation prescription process for AT&T and the
local exchange carriers (LECs) regulated under the price cap
incentive regulatory model. Specifically, the Commission adopted
the basic factor range option for the price cap LECs.? Under the
basic factor range option the Commission will establish ranges for
two of the basic factors that determine the depreciation rate: the
future net salvage and projection life.?

With the 0IC, the Commission takes a positive first step
in implementing the basic factor range option by selecting and

requesting comments on the depreciation rate categories selected

'In the Matter of the Simplification of the Depreciation

Prescription Process, CC Docket No. 92-296, Report and Order

(released October 20, 1993) (Depreciation Simplification Order);
Order Inviting Comments (Released November 12, 1993) (0IC).

pepreciation Simplification Order, para. 26.
Depreciation Simplification Order, para. 6.
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and their proposed ranges.* Although the proposed ranges are
functional, they are restrictive. The opportunity exists to
increase range flexibility and further simplify the process by:
1) establishing ranges for additional categories; 2) improving the
proposed ranges; and 3) permitting LECs further use of the
simplified filing requirements. SWBT believes data is available to
warrant the establishment and improvement of ranges for all rate
categories now. At the very least, the Commission should
immediately establish ranges for other copper cable categories
since technological, competitive and market pressures will rapidly
shorten the life of this technology.

In addition, SWBT concurs with the Commission’s proposal
to establish ranges for homogenous subdivisions of certain

accounts.

I. THE COMMISSION S8HOULD ESTABLISH RANGES FOR__ADDITIONAL
CATEGORIES BUT NOT WASTE ITS8 TIME ESTABLISHING RANGES FOR
DYING CATEGORIES.

In the Depreciation Simplification Order, the Commission
concluded that ranges should be established for all plant accounts,
if feasible, and for as many accounts as practical for use in
1994.° In the 0IC, the Commission selected and proposed ranges for
twenty-two plant categories.® SWBT recognizes some potential
benefit from the Commission’s actions as the categories selected
represent 59% of SWBT’s categories. However, the opportunity

exists for the Commission to allow even greater benefits with

‘01c, para. 1 and Appendix.

Depreciation Simplification Order, para. 65.

’%01Cc, para. 5.



minimal effort.
A. Additional Categories Can Easily Be Selected.

SWBT concurs with the Commission’s directive that the
Bureau should recommend ranges for the remaining categories as soon
as feasible.’ SWBT’s situation exemplifies the need for the
recommendation and selection of ranges for the additional
categories. Although the Commission’s initial selection of twenty-
two categories represents 59% of SWBT’s categories, it only covers
approximately 28% of SWBT'’s plant investment.

The Commission has noted that its limited staff and
resources may prohibit it from adopting ranges for all categories
as quickly as it would prefer.! SWBT believes that additional
categories can be included now without considerable effort. SWBT
suggests that additional categories, for which the Commission staff
has already established preliminary ranges during initial
discussions of simplifying the depreciation process, can be easily
included.’®

The Technology Futures, Inc. (TFI) study attached to the
United States Telephone Association Comments filed in response to
the QIC, provides justification to warrant the establishment of

ranges for all major categories now.!? At the very least, the

'o1c, para, 5

-y

Depreciation Simplification Order, para. 65.

%e.g., 2220 Operator Services; 2411, Poles; 2426 Intrabuilding
Cable; 2431 Aerial Wire.

Ypurther supporting data is also available in other TFI

studies including: New Telecommunications Services and the Public
Telephone Network (released 1993) and Personal Communications:

Perspectives, Forecasts and Impacts (released 1993).
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Commission should immediately establish ranges for other copper
cable categories because technological, competitive and market
pressures will rapidly shorten the life of this technology. For
example, the growing demand for broadband services will require
increased deployment of optical fiber, which will increasingly
strand copper cable investment. The anticipated growth of the
wireless industry (e.g., cellular and personal communications
services) will 1likewise reduce the life of copper cable. In
addition, fiber is becoming increasingly cost effective when
compared to copper (i.e., first cost and ongoing maintenance
costs). By establishing the ranges for all categories as quickly
as possible, the Commission and the industry will be able to more
fully achieve and benefit from the goals of this proceeding.

B. Limited Resources Should Not be Wasted on Dying
Categories.

The Commission’s limited resources should not be wasted
on identifying or setting ranges for dying categories (e.g.,
electromechanical and analog ESS switches) for which the LECs have
specific replacement plans.! Instead, the Commission should allow
amortization for dying categories and utilize its resources to
establish ranges for the other categories.

Company-specific plans should dictate the depreciation
methodology to be applied to categories of a dying technology. For
example, where company plans support a dying account methodology,
amortization should be acceptable. In fact, the Commission has

already established dying account amortizations which are currently

Upurthermore, equipment manufacturers are no longer producing
electromechanical switches. Also, certain technologies simply are
no longer marketable in today’s environment.
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in place for some LECs. ?

Allowing amortization is also
consistent with the Commission’s recognition of the competitive,
technological and market changes the LECs face today.13 Commission
resources can be better spent on recommending ranges for other
categories--they should not be used to establish ranges for dying
categories.

II. THE COMMISSION SHOULD IMPROVE THE PROPOSED RANGES,

The Commission also invites comments on the proposed
ranges.14 Although SWBT can realize some potential benefit from the
Commission’s proposed ranges, the benefit is greatly limited by the
requirement that both factors be within the ranges.15 For example,
only fifteen of SWBT’s thirty-seven categories (i.e., only 35%)
have both factors within the ranges.16 This represents only 14%
of SWBT’s plant investment. Thus, these low percentages indicate
that the ranges are too narrow -- broader ranges would allow more
use of the simplified range treatment. In addition, SWBT concurs
with USTA’s premise that the low end of the proposed ranges for the
major categories should be reduced. SWBT’s ability to benefit from
the simplification proposed in this proceeding would be greatly

enhanced if the Commission would broaden its proposed ranges.

u§§§' In the Matter of the Prescription of Revised Percentages
of Depreciation pursuant to the Communications Act of 1934, as
amended, for Southwestern Bell telephone Company, DA 92-1100,
Memorandum Opinion and Order (released January 15, 1993).

1'T'Dep_reciation Simplification Order, paras. 3, 14-16.

Yo1c, para. 7.

ﬁSee, Depreciation Simplification Order, para. 74.

16Average of SWBT’s five state jurisdictions.
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III. THE COMMISSION SHOULD PERMIT LECS8 FURTHER USE OF THE
SIMPLIFTED FILING REQUIREMENTS,

A. Simplified Justification Should be Sufficient to Move
From Above the High End of the Range Into the Range.

As indicated in SWBT’s Petition for Reconsideration

(PFR), the Commission should reconsider its decision that LECs must
have both basic factors within the range to take advantage of any
simplification in the prescription for that category.!” Absent
reconsideration, some LECs will be precluded from the intended
benefits of the Depreciation Simplification Order for some
categories. For example, if the basic factors underlying the LEC’s
current rate category are above the high end of the range, the LEC
is required to file a complete depreciation study in order to move
into the range, thereby reducing the amount of simplification that
can be realized from the new procedures. SWBT submits that if a
LEC is above the range and believes that circumstances warrant a
move downward into the range, its situation is not significantly
different that the carrier who is within the range and desires to
move within the range. Therefore, the same level of justification
should be adequate for movement from above the range into the
range. As indicated in SWBT's PFR, permitting carriers who are
above the range and wish to move into the range to file simplified
justification would increase simplification and further reduce

administrative burden while retaining regulatory oversight.!®®

"see, SWBT Petition for Reconsideration, CC Docket 92-296, pp.
4-5 (filed December 3, 1993).

BSWBT’s PFR, p. 3.
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B. The 8implified Process 8hould be Applicable to any Factor
Falling Within the Range.

Should the Commission decide not to consider SWBT'’s
proposal outlined in Section III.A above, the Commission should
reconsider its decision requiring LECs to provide a complete
depreciation study for both factors even though one factor falls
within the Commission’s prescribed range.!” For example, SWBT is
within the range for projection life for the Computer category in
all five states. However, SWBT is within the range for future net
salvage in only one state. Thus, SWBT is precluded from exercising
any benefit from the range option for the Computer category in four
of its five states, even though projection life is within the range
in all five states.

As indicated in SWBT’s PFR, the Commission should allow
the range approach to be used for that factor which is currently
within the range.?® This would permit at least partial use of the
simplified process for almost all range accounts in SWBT’s five
jurisdictions. In addition, permitting partial use of the
simplified process for those factors within the range would further
support the Commission’s goals of wide applicability and
administrative savings, without sacrificing reasonableness of the
resultant rates.

Should the Commission decide not to consider SWBT’s
proposals outlined herein and in Section III.A, the Commission
should broaden its proposed ranges to allow further use of the

simplified procedures.

Ypepreciation Simplification Order, para. 74.
XSWBT’s PFR, pp. 4-5.
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IV. THE COMMISSION S8HOULD ESTABLISH RANGES FOR HOMOGENOUS
SUBDIVISIONS OF CERTAIN ACCOUNTS.

The Commission has proposed ranges for homogeneous
subdivisions of four accounts and invited comments on this
proposal.?? SWBT supports the proposal based on the Commission’s
premise that establishing ranges for such accounts will enable the
LECs to streamline their analyses and will result in more accurate
estimates for the accounts as a whole.?

V. CONCLUSION

SWBT appreciates the Commission’s efforts in simplifying
the depreciation prescription process, and concurs with the
Commission that ranges should be set for as many categories as
possible as quickly as possible. SWBT supports the intent of the
OIC but suggests that the proposals discussed above would further
enhance the use of and savings from the new process.

Respectfully submitted,

SOUTHWESTERN BELL TELEPHONE COMPANY

By

obe Lynch
Richard C. |
Bruce E. Beard

Attorneys for
Southwestern Bell Telephone Company

One Bell Center, Suite 3520
St. Louis, Missouri 63101
(314) 235-2507

December 17, 1993

do1C, para. 5 & fn. 9.

2gee, 0IC, para. 5.
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